Portfolio investment in Poland -inflows and outflows in the 21 st century. An analysis of pull factors for capital flows
Introduction
As one of the ways of moving capital to foreign markets, portfolio investment seems to be underestimated in terms of its contribution to the development of financial markets and real economic processes. However, despite it being considered as speculative or even harmful to the economy during a financial or economic crisis, such an influx is also a factor forcing the development and improvement of a country's financial market. Efforts should thus be made to intensify inflows of foreign investment, including portfolio investment.
The author will attempt to analyse the portfolio investment inflow to the Polish market in comparison with direct investments. The proposals concern the ability to attract capital to the Polish financial market and thus its attractiveness for foreign capital in the form of portfolio investment.
Portfolio investment versus FDI in Poland -theory and practice
Foreign investment is one of the forms of international capital flow observed in the balance of payments of individual countries. Foreign investments are usually divided into direct and indirect investments, otherwise known as portfolio investments.
In the case of foreign direct investment, the investor has a lasting interest in an entity that invests in a minimum of 10% of ordinary shares or 10% of the votes at a general meeting of shareholders. This allows him to have an effective impact on the management of the company. The investor may be a natural person, public or private company, or a group of them, as well as a government of another country.
In the case of portfolio investment, the same entities make an investment by purchasing foreign securities without taking control over their issuers [OECD, 1996, p. 8] . The main motive for this is the desire to achieve short-term profits by utilizing differences in levels of interest rates in particular markets; direct investment, on the other hand, can establish a long-term horizon affecting operators and the economy.
While FDI may also include physical capital and know-how, portfolio investment involves only financial capital; barriers for investors are therefore insignificant and allow them to invest their most liquid assets in other liquid instruments, thus enabling rapid withdrawal of investment.
Another difference between the two types of investments relates to the method used by the government to encourage them. In the case of portfolio investment, it is important to establish a transparent trading system, whereby the valua-tion of securities will be made fairly and selling will be made possible by the high liquidity of the market [Goldstein, R~zîn, 2005, pp. 31-40] .
Since the liberalization of the Polish economy in the 1990s, and especially since the beginning of the 21 st century, we can see that international investment has been playing a significant role in the country's market. In 2009 and 2010, portfolio inflows exceeded the level of direct investment in Poland, and 2013 should be regarded as critical for both values. In 2012, the volume of portfolio investment was more than double that of direct investment. However, the factors inhibiting growth in the global stock markets and the low marketing activity of the Polish stock market contributed to a slowdown in portfolio investment in Poland. In 2014 and 2015, the volume of portfolio investment increased, but was still exceeded by that of direct investment.
In 2014, Poland was one of the 20 largest recipients of foreign direct investment in the world [UNCTAD, 2015] and recorded an increase in FDI inflows from USD 120 mn to nearly 13.9 bn, while in Europe and the world the trend was downward. Europe attracted 12% less foreign investment last year and global FDI flows were 16% lower. In the previous two years it came close to the pre-crisis levels (an average of 16.6 bn in 2005-2007).
Activity of foreign investors on the Warsaw Stock Exchange in the 21 st century
In the 1990s, the Warsaw Stock Exchange (WSE) was subject to an institutional transformation due to the Polish aspirations of membership in the European Union, making it an important market not only in the region but also across the continent.
Although the WSE is a medium-sized stock exchange, it is much smaller than in the developed markets. The reason is the backward development of the economic and political system and the long-term interruption in the functioning of the WSE that lasted from the late 1930s until 1991. It is nevertheless important to note the growing importance of the stock market system in the European and global markets.
Attention should also be paid to the WSE's relationship to the entire system of European stock exchanges, as the disequilibrium growth relate to the economic crises and speculative bubbles encountered therein. The interest of foreign investors as well as speculators in the Polish capital market is growing. A large number of IPOs contribute to the relatively low cost of IPO compared to other European markets.
The indicators of the relative level of development of a stock market include the liquidity ratio, calculated as a ratio of turnover to the level of capitalization of a stock exchange, which allows to evaluate the speed of capital movement in a given market. Of course, London and Germany have the highest liquidity among the European stock exchanges. On the opposite side of the spectrum there are, i.a., Vienna, Athens, and Warsaw, where, despite an increase after 2006, liquidity has still not reached the level from 2000 [Przybylska-Kapuoeciñska, 2011, p. 130] . The WSE achieved an impressive success, especially from the perspective of its ambitions of regional leadership. At such a low level of liquidity, it is influenced by the following factors: low average value of listed companies, passive investors, and rare short sales. This indicates a still too low level of development of the capital market and insufficient knowledge among investors in the Polish capital market.
We can note a growing participation of foreign investors in the WSE. The years 2002-2016 were a period of a strong development of the Polish capital market in terms of organization, technology, and, above all, protection of investors' interests due to the improved the level of liquidity and transparency of the listed companies.
Portfolio investment in Poland -inflows and outflows in the 21 st century:... There is also a growing imbalance between foreign and domestic investors (individual and institutional). Domestic institutional investors maintain a stable share, which is a testament to their long-term investment policy. The share of foreign investors increase mainly at the expense of individual investors, whose inaction, as the cause of insufficient liquidity, makes it necessary to run educational campaigns and expand the exchange offer [Cienski, 2012]. 3. An analysis of pull and push factors for portfolio investment in the Polish financial market
Carolan presents a complex approach to the subject, focusing on the behaviour of stock market investors: "The crowd is made up of buyers and sellers, and the floor is the place where the two sides meet. These people are as polarized solar energy, and the transactions are sparks that flicker gap. They act on impulse, which can often be considered as an advantage, but when the emotions pass, turns out to be some kind of disability" [1992, p. 107] . The occurrence of crises is an important stage in the development of the capital market in each country and it plays an important role as an external factor in the psychology of investing. The idea that the behaviour in financial markets is an example of collective behaviour is the basis of the approach to forecasting events in the bond markets, equities, and foreign exchange. Collective behaviour can be predicted, thus allowing to predict price changes in the markets, because they are reflected in simple and specific indicators, e.g. the trading volume.
In the era of globalization, investors have more and more chances to achieve a high return on invested funds. This makes them "lose sight of the essential element of success -control over their emotions. If they are not in control of themselves, they are not able to manage their finances" [Elder, 1993, p. 54] . It seems that the stock market investor is the weakest link in the system of investment.
Impulses arising in different markets are reflected in other more or less susceptible markets. Portfolio investment is one of the channels of transmission of information about the situation in the markets, contributing not only to the development of their situation, but also to their growth.
The assessment of endogenous factors determining the inflow of portfolio investments resemble the assessment of enterprise environment, where we distinguish cultural, legal, physical, economic, technological, social, and political factors [KoŸmiñski, Piotrowski, 2007, p. 36] . They influence the development of capital markets essential for attracting and developing foreign capital, and include: -the degree of openness of the market to new foreign behaviour, capital, level of education of the population, etc., -the level of social and business savings, -political incentives for foreign investors to undertake activity in the domestic market, -geographical environment, abundance of basic goods, and urban infrastructure that allow for rapid development and provide an opportunity to focus on the missing links of the economic system, -a legal system that enables secure turnover of the capital and increases the level of confidence in it through appropriate regulation, -a favourable economic system, -technology that makes it possible to use modern information and communication systems to facilitate capital operations. These factors have a definite impact on the situation of a country on the international arena and the investors' willingness to move their capital therein. The more stable it is, the greater its chances for development, which also result from the characteristics of its components, structure, instruments, and institutions. Their development sets a direction that will be followed by the market.
It is impossible to clearly separate the endogenous and exogenous factors because of the links between the entities operating in the economic environment. The conditions in the financial market depend on the following external economic factors [Bojañczyk, 2005, p. 11] : -the degree of state intervention in the economy, -methods of controlling the fiscal and monetary policy, -the degree of decentralization of decision-making processes, the companies' freedom of choice, economic responsibility, and willingness to take risks, -ownership relations (the extent to which market participants are business owners), -the relations between the national and the international economies, -the degree of influence of foreign capital.
The financial situation of a company determines its efficiency and market position, making it a factor regulating the internal functioning of financial markets. The development of the financial market should ensure efficient allocation of capital.
One of the factors external to the capital market of any country, but remaining in close relationship with it, is the state policy towards business entities that shapes the regulations decisive for economic life. There also exists a close relationship between stock prices and the different variables of monetary policy. The scenario of liquidity transmission indicates that the changes in monetary policy are initially reflected in the financial markets and then in the whole economy.
The exogenous factors of the attractiveness of a financial system for portfolio investment as seen from the viewpoint of the international arena include: -the level of information about the market provided by the goverment, -information about individual companies and investment conditions, -guaranteed stable development of the capital market, -security of the system, -international political situation, -debt to international financial markets, level of GDP, position in international trade, international investments, ratings, -cooperation with institutions from more developed countries with furtherreaching reforms of financial markets that could be called strategic allies in the international environment.
In the era of globalized economies, when capital can be moved between the markets with virtually no restrictions, the availability of information about the relative image of a country, its possibilities, potential, and conditions for the development of domestic enterprises is an essential factor in the choices made by single investors.
Seemingly irrelevant factors such as information flow, culture, religion, and the degree of isolation exert a significant influence on the level of development of a country's economy, including its financial and capital market. Preserved stereotypes or a desire to explore new investment opportunities are an important factor for individual investors susceptible to emotions. Investment funds in attractive undiscovered areas are also ideal for different types of investors. Therefore, it is worth taking a closer look at the determinants of market development and define them for each country.
One important decision-making factor that influence the behaviour of investors in the international financial market are the classifications and ratings of global agencies that verify the countries' situation in terms of simple economic indicators as well as the quality, transparency of company operations, administration, or innovation. Such an assessment requires careful observation of the operation of entities, particularly in the case of long-term investment. In 2015, the level of corruption and the ease of doing business in the Polish market were at a satisfactory level, but it was not regarded as very innovative. In-vestor protection and transparency of information were sufficient, but there were still improvements needed in law and ensuring compliance by operators and public administration.
Another source of information for investors, especially foreign, are the credit ratings of countries and issuers of corporate debt securities. Rating agencies (such as Fitch, Moody's, and Standard & Poor's) assess the risk associated with investing in debt securities on the basis of economic, political, and social factors.
Poland has been included in major rating agencies' rankings since 1995, initially as having sufficient paying capacity to fulfill its commitments and increasing its sensitivity to adverse external conditions. This was caused by the formative processes in the economy and the market and the preparation of the financial market to handle the influx of domestic and foreign capital. Over the years, Poland's credibility steadily grew, which was supported by the dynamic development of the capital market and stock exchange. In 2002 Moody's and in 2007 Fitch and Standard & Poor's increased Poland's ratings. Only in 2016, due to an unfavourable assessment of the socio-political situation and sustainability of public finances, S&P downgraded its rating. This was a signal to higher-risk investors that translated into the need to pay higher salaries. However, there are serious external and internal threats to the development of the Polish capital market, also in terms of corporate governance. The latter include: -decreasing interest of individual investors in the stock market due to fluctuations of stock prices and numerous speculators that lead to losses of average exchange participants, -insufficient protection of rights afforded to minority individual investors, which makes them reluctant to actively participate in the market and thus decreases liquidity and flexibility of operations, -increasing concentration of share ownership, -insufficient (but growing) knowledge about the capital market in the society, -inefficient legal and judicial system, which translates into a low level of confidence in the capital market in terms of relations between the company and the investor,
-insufficient interest on the part of small and medium-sized enterprises in raising capital through the stock exchange (predominance of bank loans), -long and expensive process of raising capital on the stock exchange -issue costs, brokerage, fulfillment of information needs, -insufficient number of public offerings of large treasury companies as the motors of the Polish stock exchange. The factors attracting capital to the Polish capital market include: -anticipated stable economic growth (in the situation of global economic crises and troubles in other countries it may even become an alternative to existing financial centers), -considerable value of treasury assets, which can be made public through privatization, -increasing popularity of venture capital/private equity, -increased share of investment funds in big stock exchange operations, -good base for development in the form of futures contracts, -new environment for obtaining capital, friendly small innovative companies, -growing popularity of the market and individual companies among investors from the EU and other European countries on the basis of existing business contacts, -the possibility of increasing liquidity through dual-listing, -regulatory policy that sets disclosure requirements and corporate governance aimed specifically at improving the innovation and efficiency of the market and protecting the investors' interests and strives to improve security through national and internal supervision. In the years 2015-2016, a significant weakening of the position of the WSE among the European stock exchanges in terms of active domestic and foreign capital can be noted. Foreign exchanges are favoured by both retail and institutional domestic investors. The biggest problem can be seen not only in the changing assessment by rating agencies and expectations about the pace of economic development, but also the lack of promotion of the Polish stock market.
That being said, the WSE successfully runs educational campaigns for investors, started trading WIBOR rates, and lowered transaction costs in the last year [Rzeczpospolita, 2016] . However, the capital market is still suffering from certain macroeconomic decisions made in 2013, e.g. those concerning the transfer of Treasury bonds to the Social Insurance Institution and the restructuring of the savings accumulated in the Open Pension Funds. It is also necessary to introduce a more liberal legislation on short selling, as the negligible volume of such operations does not encourage foreign investors.
In the event of a lack of further development of the WSE, individual investors can be expected to escape other stock exchanges, both in terms of stand-alone in-vestments and transferring some of their capital from the WSE funds abroad. Certain private companies listed on the WSE may also make an attempt at dual listing, which would be of interest to foreign investment funds and investors.
4. Portfolio investment outflow from Poland: Main directions in the 21 st century
The Polish financial market, due to the liberalization of capital movement, is increasingly connected to the world economy and regional and global financial markets, as evidenced not only by the presence of foreign capital in the Polish balance of payments and capital market, but also in the investments of Polish entities.
An In most of the analysed periods, Polish capital portfolio investments were directed to the developed financial markets, e.g. the US, Germany, France, and the UK, i.e., mostly to EU member states. Since 2007, we have seen a significant dominance of capital inflows to the Luxembourg tax haven, which has the ideal condi-tions to establish closed institutions for collective investment such as specialized investment funds, which play an extremely important role in the accumulation of capital needed to finance innovative business initiatives.
Conclusions
Among the external threats to the development of the Polish capital market, we should pay attention to Community law and "single passport" rights. The Polish capital market must introduce the provisions of hard law, but also high standards of corporate governance, in order to attract foreign investors and maintain their interest by creating conditions for portfolio investment inflow.
The above-mentioned factors can significantly increase the role of the Polish capital market in the system of global finance. An important task is to develop its attractiveness by building proper conditions for corporate governance filled with non-governmental institutions providing good prospects for innovation and public consultation. Also, the Polish Financial Supervision Authority, which controls the implementation of regulations by investors, issuers, and intermediaries, should introduce new standards and regulations compliant with global standards. In order to increase the attractiveness of Poland for portfolio investments it is necessary to stabilize the legal, macroeconomic, and political environment of the companies on the Polish stock exchange. The increasing transparency of the Polish capital market can also raise the interest of domestic and foreign investors in native companies.
